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Montana Teachers' Montana Teachers' 
Retirement SystemRetirement System

Members’Members’Members’ Members’ 
Retirement Termination Pay Retirement Termination Pay 

TrainingTraining

PREPRE--RETIREMENT PLANNING AS RELATED TO RETIREMENT PLANNING AS RELATED TO 
TERMINATION PAYTERMINATION PAY

PrePre--retirementretirement planningplanning isis anan importantimportant partpart ofof thethe retirementretirement
processprocess.. TheThe decisionsdecisions toto bebe mademade relativerelative toto youryour terminationtermination paypaypp yy p yp y
areare partpart ofof thethe prepre--retirementretirement planningplanning processprocess..

AtAt thethe timetime youyou contactcontact thethe TRSTRS officeoffice toto requestrequest assistanceassistance withwith prepre--
retirementretirement planning,planning, thethe TRSTRS willwill provideprovide anan estimateestimate ofof benefitsbenefits toto
assistassist withwith thethe planningplanning processprocess.. IfIf itit isis anticipatedanticipated thatthat youyou willwill bebe
eligibleeligible forfor terminationtermination pay,pay, youyou willwill needneed toto contactcontact youryour businessbusiness
officeoffice forfor aa confirmationconfirmation ofof thethe amountamount ofof thethe terminationtermination paypay UponUponofficeoffice forfor aa confirmationconfirmation ofof thethe amountamount ofof thethe terminationtermination paypay.. UponUpon
receiptreceipt ofof thisthis information,information, thethe TRSTRS willwill provideprovide anan estimateestimate ofof
benefitsbenefits thatthat willwill includeinclude terminationtermination paypay inin thethe calculationcalculation ofof
averageaverage finalfinal compensationcompensation.. AverageAverage finalfinal compensationcompensation isis oneone ofof
thethe factorsfactors usedused toto calculatecalculate youryour monthlymonthly retirementretirement benefitbenefit..



2

TERMINATION PAY TERMINATION PAY 
DEFINITIONDEFINITION

Termination pay includes any form of:Termination pay includes any form of:
Vacation PayVacation PayVacation PayVacation Pay
Sick LeaveSick Leave
Severance paySeverance pay
Amounts provided under an early termination incentive planAmounts provided under an early termination incentive plan
OtherOther paymentspayments contingentcontingent onon youyou terminatingterminating youryour employment,employment,
beingbeing paidpaid atat thethe timetime ofof terminationtermination..

AsAs aa TRSTRS membermember youyou areare permittedpermitted toto paypay additionaladditional employeeemployee
contributionscontributions toto thethe TRSTRS inin orderorder toto includeinclude terminationtermination paypay inin thethe
calculationcalculation ofof youryour monthlymonthly retirementretirement benefitbenefit toto fundfund anan increasedincreased
benefitbenefit..

TERMINATION PAY OPTIONSTERMINATION PAY OPTIONS

ThereThere areare threethree optionsoptions availableavailable toto you,you, relativerelative toto youryour terminationtermination
paypay.. However,However, onlyonly twotwo ofof thethe optionsoptions willwill increaseincrease youryour monthlymonthlyp yp y ,, yy pp yy yy
retirementretirement benefitbenefit byby includingincluding thethe terminationtermination paypay receivedreceived inin thethe
calculationcalculation ofof youryour averageaverage finalfinal compensationcompensation..

If,If, atat thethe timetime ofof terminationtermination andand retirement,retirement, youyou areare eligibleeligible toto
receivereceive terminationtermination paypay andand wishwish toto includeinclude thethe terminationtermination paypay inin
thethe calculationcalculation ofof averageaverage finalfinal compensation,compensation, youyou mustmust selectselect eithereither
OptionOption 11 oror OptionOption 22OptionOption 11 oror OptionOption 22..

TheThe optionoption selectedselected willwill determinedetermine howhow thatthat
paymentpayment isis toto bebe processedprocessed byby youryour employeremployer..
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TERMINATION PAY TERMINATION PAY -- OPTION 1OPTION 1

IfIf youyou electelect TerminationTermination PayPay -- OptionOption 11,, thethe TRSTRS willwill addadd thethe totaltotal
tt ff ‘T i ti‘T i ti P ’P ’ tt thth thth hi h thi h t titiamountamount ofof youryour ‘Termination‘Termination Pay’Pay’ toto thethe threethree highesthighest consecutiveconsecutive

salariessalaries usedused inin thethe calculationcalculation ofof thethe averageaverage finalfinal compensationcompensation thatthat
isis usedused toto calculatecalculate youryour monthlymonthly retirementretirement benefitbenefit..

YouYou andand youryour employeremployer willwill paypay thethe requiredrequired contributionscontributions toto
adequatelyadequately compensatecompensate thethe TRSTRS forfor thethe additionaladditional benefitbenefit..

Option 1 Option 1 -- ExampleExample

TheThe followingfollowing exampleexample representsrepresents aa TRSTRS membermember retiringretiring atat ageage 6060,, electingelecting TerminationTermination PayPay OptionOption 11..
TheThe contributionscontributions duedue thethe TRSTRS onon terminationtermination paypay areare calculatedcalculated onon anan individualindividual basis,basis, basedbased uponupon
youryour ageage andand serviceservice creditcredit atat thethe timetime ofof retirementretirement..

Employee Cost CalculationEmployee Cost Calculation
Termination Employee                  Years of

Pay                   Contribution Rate             Service              Your CostPay                   Contribution Rate             Service              Your Cost
$ 5,000.00     X             3.36%             X          30.00         =    $ 5,040.00$ 5,000.00     X             3.36%             X          30.00         =    $ 5,040.00

InIn thisthis example,example, electingelecting thisthis optionoption increasesincreases youryour monthlymonthly retirementretirement benefitbenefit byby $$5757..8787 perper
month,month, forfor thethe restrest ofof youryour lifelife..
‘Your‘Your cost’cost’ isis takentaken outout ofof thethe terminationtermination paypay beingbeing paidpaid toto youyou byby youryour employeremployer..

Employer Cost CalculationEmployer Cost CalculationEmployer Cost CalculationEmployer Cost Calculation
Termination                 Employer                      Years of               Employer

Pay                 Contribution Rate                Service                   CostPay                 Contribution Rate                Service                   Cost
$ 5,000.00       X              3.51%               X          30.00         =    $ 5,265.00

The employer cost is paid from the individual county retirement fund.The employer cost is paid from the individual county retirement fund.
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TERMINATION PAY TERMINATION PAY –– OPTION 2OPTION 2

IfIf youyou electelect TerminationTermination PayPay -- OptionOption 22,, thethe TRSTRS willwill dividedivide thethe
terminationtermination paypay amountamount byby thethe totaltotal numbernumber ofof yearsyears ofof creditedcreditedterminationtermination paypay amountamount byby thethe totaltotal numbernumber ofof yearsyears ofof creditedcredited
serviceservice (Example(Example:: $$55,,000000..0000 ÷÷ 3030..0000 == aa yearlyyearly amountamount ofof $$166166..6666))..
TheThe yearlyyearly amountamount ofof terminationtermination paypay isis thenthen addedadded toto eacheach ofof thethe
threethree highesthighest consecutiveconsecutive salariessalaries usedused inin thethe calculationcalculation ofof youryour
averageaverage finalfinal compensationcompensation..

YouYou andand youryour employeremployer willwill paypay thethe requiredrequired contributionscontributions toto
adequatelyadequately compensatecompensate thethe TRSTRS forfor thethe additionaladditional benefitbenefit..

Option 2 Option 2 -- ExampleExample

Employee Cost CalculationEmployee Cost Calculation
EmployeeEmployee

T i i PT i i P C ib i R Y CC ib i R Y CTermination PayTermination Pay Contribution Rate         Your CostContribution Rate         Your Cost
$5,000.00        X          7.15%                 =    $357.50$5,000.00        X          7.15%                 =    $357.50

In this example, electing this option increases your monthly In this example, electing this option increases your monthly 
retirement benefit by $6.94 per month, for the rest of your life.retirement benefit by $6.94 per month, for the rest of your life.

Employer Cost CalculationEmployer Cost Calculation
EmployerEmployerEmployerEmployer

Termination PayTermination Pay Contribution Rate         Employer CostContribution Rate         Employer Cost
$5,000.00        X          9.47%             =         $473.50$5,000.00        X          9.47%             =         $473.50

The employer cost is paid from the individual county The employer cost is paid from the individual county 
retirement fund.retirement fund.
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TERMINATION PAY TERMINATION PAY -- OPTION 3OPTION 3

IfIf youyou electelect TerminationTermination PayPay -- OptionOption 33,, thethe terminationtermination paypay isis
e cl dede cl ded fromfrom thethe calc lationcalc lation ofof o ro r a eragea erage finalfinal compensationcompensationexcludedexcluded fromfrom thethe calculationcalculation ofof youryour averageaverage finalfinal compensationcompensation..

NoNo contributionscontributions areare duedue thethe TRSTRS fromfrom youyou oror
youryour employeremployer..
YourYour employeremployer willwill withholdwithhold thethe appropriateappropriate taxtax
withholdingswithholdings andand remitremit thethe netnet amountamount toto youyou..

TERMINATION PAY IRREVOCABLE ELECTIONTERMINATION PAY IRREVOCABLE ELECTION

IfIf youyou electelect toto includeinclude terminationtermination paypay inin thethe calculationcalculation ofof youryour
averageaverage finalfinal compensation,compensation, underunder OptionOption 11 oror OptionOption 22,, youyou havehaveve geve ge co pe s o ,co pe s o , u deu de Op oOp o oo Op oOp o ,, youyou veve
thethe optionoption toto havehave youryour contributionscontributions deducteddeducted fromfrom thethe terminationtermination
paypay onon aa taxtax--deferreddeferred basis,basis, byby youryour employeremployer.. EligibilityEligibility toto havehave
youryour contributionscontributions duedue thethe TRSTRS onon terminationtermination paypay paidpaid withwith taxtax--
deferreddeferred dollarsdollars isis contingentcontingent uponupon youyou properlyproperly executingexecuting aa
TerminationTermination PayPay -- IrrevocableIrrevocable ElectionElection Form,Form, atat leastleast ninetyninety daysdays
priorprior toto youryour datedate ofof terminationtermination..

TheThe TerminationTermination PayPay –– IrrevocableIrrevocable ElectionElection FormForm isis anan irrevocableirrevocable
payrollpayroll deductiondeduction authorizationauthorization toto allowallow youyou toto reinvestreinvest youryour
contributionscontributions duedue thethe TRSTRS onon aa taxtax--deferreddeferred basisbasis..
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Termination Pay Termination Pay –– Irrevocable Election FormIrrevocable Election Form

IfIf youyou electelect toto executeexecute aa TerminationTermination PayPay –– IrrevocableIrrevocable ElectionElection FormForm::
YourYour employeremployer isis requiredrequired toto withholdwithhold andand remitremit toto thethe TRSTRS thethe contributionscontributions fromfrom
youryour terminationtermination paypay..youyou e oe o p yp y..
TheThe bindingbinding irrevocableirrevocable electionelection isis effectiveeffective onon thethe datedate thethe formform isis signedsigned byby youyou andand
youryour employeremployer..
TheThe irrevocableirrevocable electionelection isis onlyonly validvalid withwith youryour currentcurrent employeremployer.. IfIf youyou changechange
employers,employers, youyou mustmust signsign aa newnew irrevocableirrevocable electionelection authorizationauthorization..
SigningSigning thethe irrevocableirrevocable electionelection isis notnot bebe construedconstrued asas aa commitmentcommitment forfor retirementretirement onon
aa specificspecific datedate..
OnceOnce thethe irrevocableirrevocable electionelection isis signedsigned::

YouYou maymay notnot choosechoose aa differentdifferent optionoption..
YouYou dodo notnot havehave thethe optionoption toto havehave onlyonly aa portionportion ofof youryour terminationtermination paypay amountamount

dd hh TRSTRSreportedreported toto thethe TRSTRS..
YouYou maymay notnot prepayprepay anyany portionportion ofof thethe employeeemployee contributionscontributions..

TheThe followingfollowing isis aa TerminationTermination PayPay –– IrrevocableIrrevocable ElectionElection FormForm asas willwill bebe providedprovided byby thethe
TRS,TRS, forfor youryour electionelection..

The TRS will provide the election form with
an estimate of benefits. You will need to
complete the ‘Member Information’ section.

Elect Option 1 or Option 2 by initialing the
option of choice.

Read the acknowledgement, sign and date
the form.

The form is to be forwarded to your
business office for completion of the
‘Employer Information’ section. Your
employer will return the properly
completed form to the TRS. This
information will be retained on file until
you elect to terminate your employment
and apply for a monthly retirement benefit.
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TERMINATION PAY TERMINATION PAY –– IRREVOCABLE ELECTION IRREVOCABLE ELECTION 
CALCULATION FORMULACALCULATION FORMULA

TheThe followingfollowing formulaformula isis usedused toto determinedetermine ifif youyou areare eligibleeligible forfor aa cashcash paymentpayment afterafter
thethe terminationtermination paypay contributionscontributions areare withheldwithheld andand remittedremitted oror ifif youyou willwill bebe requiredrequired toto
paypay anan amount,amount, outout ofof pocketpocket..p yp y pp

TheThe taxtax--deferreddeferred contributionscontributions areare limitedlimited toto thethe grossgross amountamount ofof thethe terminationtermination
pay,pay, lessless anyany socialsocial securitysecurity taxtax deductiondeduction..
If,If, afterafter socialsocial securitysecurity isis deducted,deducted, thethe netnet amountamount ofof thethe terminationtermination paypay isis lessless
thanthan thethe calculatedcalculated contributionscontributions duedue thethe TRS,TRS, youyou mustmust sendsend thethe TRSTRS aa personalpersonal
checkcheck forfor thethe balancebalance duedue..

Termination Pay AmountTermination Pay Amount
Less           FICA/Medicare (7.65%)Less           FICA/Medicare (7.65%)

Net Amount (Tax Deferred)Net Amount (Tax Deferred)
C l l d S C ib iC l l d S C ib iLess     Calculated TRS ContributionLess     Calculated TRS Contribution

A balance remaining will be paid To Member A balance remaining will be paid To Member 
OR OR 

A balancing owing results in an A balancing owing results in an Out Of Pocket Expense Out Of Pocket Expense 
(Personal check must be made Payable To TRS)(Personal check must be made Payable To TRS)

Termination Pay Termination Pay -- Irrevocable Election CalculationIrrevocable Election Calculation
Age 60 Age 60 -- ExampleExample

The following table provides a comparison of cost for TRS members retiring with various years of The following table provides a comparison of cost for TRS members retiring with various years of 
service.  Please keep in mind the calculation is individualized for each retiring member.service.  Please keep in mind the calculation is individualized for each retiring member.

25 Years25 Years 30 Years30 Years 35 Years35 Years
Term Pay AmountTerm Pay Amount $ 5,000.00              $ 5,000.00              $ 5,000.00             $ 5,000.00             $ 5,000.00$ 5,000.00

FICA/Medicare 7.65%FICA/Medicare 7.65% ($   382.50)                ($   382.50)                ($   382.50)          ($   382.50)          ($   382.50)($   382.50)

Net AmountNet Amount $ 4,617.50                  $ 4,617.50                  $ 4,617.50                      $ 4,617.50$ 4,617.50                      $ 4,617.50

Contributions Due TRSContributions Due TRS ($4,200.00)                   ($5,040.00)                    ($ 5,880.00)($4,200.00)                   ($5,040.00)                    ($ 5,880.00)

DifferenceDifference $   417.50                      ($   422.50)                    ($ 1,262.50)$   417.50                      ($   422.50)                    ($ 1,262.50)$ ($ ) ($ , )$ ($ ) ($ , )
Net Amount Made            (Out of  Pocket               (Out of  PocketNet Amount Made            (Out of  Pocket               (Out of  Pocket

Payable to YouPayable to You Expense) Expense) Expense)Expense)

Monthly Benefit IncreaseMonthly Benefit Increase $     57.87                      $     69.44                      $       81.02$     57.87                      $     69.44                      $       81.02
Recovery timeRecovery time 6 months                       16 months 6 months                       16 months 
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TERMINATION PAY TERMINATION PAY –– IRREVOCABLE ELECTION IRREVOCABLE ELECTION 
FORM NOT SIGNEDFORM NOT SIGNED

IfIf youyou diddid notnot signsign aa TerminationTermination PayPay –– IrrevocableIrrevocable ElectionElection FormForm oror
ifif thethe formform waswas notnot properlyproperly completed,completed, youyou areare eligibleeligible toto electelect toto

t i tit i ti ii thth l l til l ti ff fi lfi luseuse terminationtermination paypay inin thethe calculationcalculation ofof youryour averageaverage finalfinal
compensation,compensation, underunder OptionOption 11 oror OptionOption 22..

YourYour contributionscontributions duedue thethe TRSTRS willwill bebe subjectsubject toto statestate andand
federalfederal incomeincome taxestaxes andand maymay bebe limitedlimited underunder SectionSection 415415 ofof thethe
InternalInternal RevenueRevenue CodeCode..

IfIf contributionscontributions areare limited,limited, youyou willwill notnot bebe allowedallowed toto includeinclude
thethe fullfull amountamount ofof thethe terminationtermination paypay inin thethe calculationcalculation ofof
youryour averageaverage finalfinal compensationcompensation..yy gg pp
YouYou mustmust sendsend thethe TRSTRS aa personalpersonal checkcheck forfor thethe totaltotal amountamount
duedue toto fundfund youryour increaseincrease inin benefitsbenefits..
TheThe employeeemployee andand employeremployer contributionscontributions duedue onon terminationtermination
paypay areare duedue byby thethe 1515thth ofof thethe monthmonth followingfollowing youryour datedate ofof
terminationtermination..

TRS ONTRS ON--LINE BENEFIT ESTIMATE CALCULATORLINE BENEFIT ESTIMATE CALCULATOR

IfIf youyou dodo notnot havehave immediateimmediate plansplans forfor retirementretirement youyou maymay
wishwish toto navigatenavigate toto TRSTRS webweb sitesite atat httphttp:://www//www trstrs mtmt govgovwishwish toto navigatenavigate toto TRSTRS webweb sitesite atat httphttp:://www//www..trstrs..mtmt..govgov..
ClickClick onon thethe “Members”“Members” menumenu optionoption andand selectselect thethe “Benefit“Benefit
EstimateEstimate SystemSystem..”” IfIf thisthis isis thethe firstfirst timetime usingusing thethe system,system, clickclick
onon thethe CreateCreate anan AccountAccount linklink..

EnterEnter thethe requestedrequested signsign--upup informationinformation andand
thethe TRSTRS willwill provideprovide youryour USERUSER ID,ID, viavia EE--MailMail..

TheThe onon--lineline estimateestimate programprogram isis forfor prepre--retirementretirement planningplanning useuse andand
isis notnot aa substitutesubstitute forfor contactingcontacting thethe TRSTRS andand requestingrequesting anan estimateestimate
ofof retirementretirement benefitsbenefits andand thethe retirementretirement applicationapplication packetpacket..
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PREPRE--RETIREMENT PLANNINGRETIREMENT PLANNING

BeforeBefore electingelecting toto havehave taxtax--deferreddeferred contributionscontributions deducteddeducted fromfrom
terminationtermination pay,pay, thethe TRSTRS recommendsrecommends youyou requestrequest andand reviewreview anan
estimateestimate ofof benefitsbenefits providedprovided byby TRSTRS staffstaff toto planplan forfor anyany outout ofofestimateestimate ofof benefitsbenefits providedprovided byby TRSTRS staff,staff, toto planplan forfor anyany outout ofof
pocketpocket retirementretirement terminationtermination paypay expenseexpense..

ThankThank youyou forfor takingtaking thethe timetime forfor thisthis RetirementRetirement TerminationTermination PayPay
TrainingTraining.. IfIf youyou havehave anyany questionsquestions relativerelative toto thethe useuse ofof terminationtermination
paypay inin thethe calculationcalculation ofof youryour monthlymonthly retirementretirement benefit,benefit, thethe taxtax--
deferreddeferred optionoption oror wouldwould likelike assistanceassistance withwith prepre--retirementretirementdeferreddeferred optionoption oror wouldwould likelike assistanceassistance withwith prepre retirementretirement
planning,planning, pleaseplease contactcontact thethe TRSTRS officeoffice..


